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Bidding successful

David Parker gives some tips on how best to prepare your pitch when

trying to buy a pharmacy...

any first time buyers (andin the cur
Mrent climate, even some very expe

rienced ones)struggle to decide what
they should be offering in order to maximise
their chancesof beingthe preferredbidder, when
apharmacy comes up forsale. Some imagine
thebiddingprocesstobeatactical game of guile
and cunning, where only a poker face, sharp
wit and steely nerve will see you right (usual-
ly men).

Asanagent that sells pharmacy business-
es foraliving you may expect me to tell you
thatall pharmacies sell for extraordinary sums,
andthatinordertobeinwithashout, youshould
simply matchthose numbersandthenaddsome.

To some extent this is true; the pharma-
cysalesmarketisstillaseller’s one, despite the
impactof category M. The mismatchbetween
thenumberofsellersand the numberofbuyers
is such that a healthy degree of competition
can be expected for most businesses brought
to market.

Thus, puttingaside whatabusinessis ‘worth’
(more onthe subjectof valuelater), ifyou want
tobe the preferred bidder, youmustaccept that
youare unlikely toachieve this whilst remaining

well within your financial comfort zone.

However, the successfulsale of apharmacy
business is not just about whipping potential
buyersintoabidding frenzy. The platformupon
which a pharmacy can be transferred to best
effect is one where information on the busi-
nessis well presented, trustworthy and clear-
lyallowspotential biddersto evaluate the future
returns they can hope for.

This clarity and transparency helpsbuyers,
allowingthemtolimitriskandbid more aggres-
sively,and asa consequence delivers maximum
return for the seller.

My firstrecommendation therefore, is that
any buyer should make sure they have request-
ed, digestedand evaluated allimportant finan-
cialand commercialinformation on abusiness
before they even think about making an of-
fer.

The simple lesson for any bidder from this
story (see box) is to make sure that the offer
isbased onthebestpossible information, good
and bad. If you are subsequently outbid then
itmeans that either the competing bidder did
not understand the full picture and has over-
offered or that he or she is in a position to

Remember: it's a market place not a poker game

generate better returns than you.

With regard to the former, there is noth-
ingyoucando. There willalwaysbe fools willing
topaymore thanabusinessisworth. Thelatter
howeverrequires further mention. There are
circumstances in which some bidders will al-
waysbe able to offermore than othersbecause
the business suits them better.

For example, with better buying power,
economies of scale and cheaper borrowing
costs, a large multiple should always be able
to extract more profits from, and thus offer
substantially more for, alarge predictable pre-
scription factory.

By way ofexample, [ recountthestory ofayoung
acquisitionsmanagerfora large multiple (who
probably doesn’twanta creditforthis) thathad
valued and prepared an offer for a pharma-
cy business based on the understanding that
it opened for some 59 hours per week.
When he presented his offer to the ven-
dor, the latter expressed great dissatisfaction
withthe price being proposed. Whenthebuyer
explained that the value had been arrived at
through detailed financial modelling (which
ithad) and thatithad been impacted to a large
degreeby thelengthy opening hours, the vendor
pointed outthatthis was a mistake and thatthe
business only opened for 49 hours per week.
The technical valuation argument, so
eloquently presented by the buyer, was im-
mediately turned on its head in a classic ex-
ample of negotiating jujitsu and the seller
correctly suggestedthathis business was worth
an additional £200k.
Thered-facedbiddertriedtofudgetheissue
and carpet-trade his way to an intermediate
solution; astrategy whichfailed ontwo counts;

1. Itdestroyed all notions of trust and integrity
between the parties, so even if the offer had
been accepted, the transaction that ensued
would have spluttered on, encumbered with
nitpicking and rancour at every stage.

2. The buyer was offering in a market-place
and the simple truth of the matter is that the
business was indeed worth £200k more than
he initially thought. Had he acknowledged
his error and simply added £200k to the ask-
ing price, he would have been financially no
worse of than he had initially supposed and he
would have created atremendous impression
of integrity. Moreover, on the assumption that
competingbidders had valuedthe businesson
correctdata, thefull upliftinvalue wastheonly
option that would offer a realistic chance of
success.
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ly for a pharmacy

Although many first time buyers naively
aspire to this type of business it is a rare, and
probably misguided, one that actually makes
the winningbid. Conversely, a smallerbusiness
that has the opportunity/ threat of substan-
tiallocal competition, and which would thrive
onpersonality and attention to service-detail,
shouldbe better managed and exploited by an
enthusiastic owner manager.

Although these are perhaps caricatures,
the message is simple; target businesses where
your maximum bid is likely to be better than
anyone else’s.

Winning the bidding process is unfortu-
nately only the firstpartof successfully acquiring
apharmacy. Once the biddingis done, you will
be required to put your money where your
mouth is.

Although, as a selling agent, you may
naturally expect me to promote delirious bid-
ding, thisisonly of valueifan offer canbe backed
up with finance. Although the market de-
mands that buyers bid at the top end of their
comfort zone, it is in neither the buyers’ nor
the sellers’ interests to push offersbeyond this.
An offer that cannot be converted to a trans-
action is of no use to anybody.

In order to arrive at an offer that is both
competitive and deliverable a buyer needs to
work backwards, starting with the potential
of the business. Ideally he/she should create
adetailed and sophisticated cash-flow projec-
tion, that allows the financial modelling of
various commercial scenarios (hislender cer-

Target businesses where your maximum bid will be better than anyone else’s

Request, digest and evaluated all financial and
commercial information on a business before you
even think about making an offer

tainly will).

The free (unspent) cash that falls out of
these projections canbe allocated to the repay-
mentof debtrequiredto coverany offermade.
Itis important that when arriving at an offer,
the buyerhasa fullunderstanding of all of the
capital funding requirements of the acquisi-
tion (goodwill, fixtures, fittings, stock, advance
rentpayments, ongoing working capital, capex
requirements etc.).

Given that the cost of borrowing £1,000
overarepayment term of 10 years (assuming
amarketrate at the time of writing of 6.25 per
cent)is£135 then the free cash-flows you have
arrived at in your evaluation can easily be
translated into maximum potentialloan, that
cantheoreticallybe serviced (bearinmind most
lenders will require a margin of clearance).

Add to this any equity you have available
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toyouandyouare close to the maximum figure
you can afford to offer.

As well as evaluating what you can offer,
itisalsoworth, fromapersonal perspective, trying
to evaluate the return you might achieve on
your own equity. Thisanalysisrequiresalittle
more crystal-ball gazing, and, although the past
caninno way guarantee the futureitdoesserve
to illustrate potential returns.

Thus, although the short termreturnsmay
be poor, asthe majority of yourfree cash goes
to service debt, the longer term should hope-
fully prove much more interesting.

On the assumption that profits will grow
inabsolute terms and thatinterest rates remain
steady, the free cashshould ramp up quite nicely
and of courseafterthe 10yearrepaymentterm,
notonly will the debtdisappear, butyoushould
also be the proud owner of a substantial and

perhaps much appreciated asset.

Soreturningto the subject matterathand,;
‘bidding successfully fora pharmacy’ the rec-
ommendationissimple: Itisamarketplace not
a poker game. To that end you should:

1) Present yourself seriously and credibly to
sellers, agents and financiers
2)Demandanddeliver good quality; transparent
information

3) Be as scientific as possible about your val-
uation

4) Bid as far as your comfort zone will allow
BUT

5) Do not bid beyond what you can finance
or afford
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